Anita M. Schafer
Sr. Paralegal

Duke Energy Corporation

139 East Fourth Strest, Roorn 2500 AT /I
P.O. Box 960

Cincinnati, Ohio 45201-0960

5134781847

513-419-1846 fax

VIA OVERNIGHT MAIL
March 20, 2008

N £ <
M. Elizabeth O’Donnell MAR 21 2008
Executive Director PURLIC SERVIGE
Kentucky Public Service Commission L CoMMIBSION
211 Sower Boulevard
P.O.Box 615

Frankfort, Kentucky 40602-0615

Re: Case No. 2007-477

Dear Ms. O’Donnell:

Enclosed please find an original and 10 copies of the Responses of the First Data
Request of Commission Staff, number 4 which was originally submitted with the
response “will supplement” on behalf of Duke Energy Kentucky, Inc. in the above
captioned case pursuant to the Commission’s Order dated March 11, 2008.

Please date stamp and return the two extra copies of this letter in the enclosed,
self-addressed envelope.

If you have any questions, please do not hesitate to contact me at (513) 419-1847.

Sincerely,

(i 7

Anita M. Schafer
Senior Paralegal

ce: Parties of Record

www.duke-energy.com



CERTIFICATE OF SERVICE

I certify that a copy of the attached Responses of the First Data Request of
Commission Staff, item 4 (dated March 11, 2008) on behalf of Duke Energy
Kentucky, Inc. has been served by UPS overnight mail to the following parties on

this 294 day of March, 2008:

Paul D. Adams

Office of the Attorney General Utility &
Rate

1024 Capital Center Drive

Suite 200

Frankfort, KY 40601

Lonnie E. Bellar

Vice President ~ State Regulation
Kentucky Utilities Company

220 West Main Street

Louisville, KY 40202

Joe F. Childers

Getty & Childers

1900 Lexington Financial Center
250 West Main Street
Lexington, KY 40507

Michael H. Core
President/CEO

Big Rivers Electric Corporation
201 third Street

Henderson, KY 42420

John M. Dosker

General Counsel

Stand Energy Corporation
1077 Celestial Street
Building 3, Suvite 110
Cincinnati, OH 45202

Tyson A, Kamuf

Attorney at Law

Sullivan, Mountjoy, Stainback & Miiler,
PSC

100 St. Ann Street

Owensboro, KY 42302

Lisa Kilkelly

Attorney at Law

Legal aid Society

416 West Muhammad Ali Boulevard
Suite 300

Louisville, KY 40202

Michael L. Kurtz
Attorney at Law
Boehm, Kurtz & Lowry
36 East Seventh Street
Suite 1510

Cincinnati, OH 45202

Charles A. Lile

Senior Corporate Counsel

East Kentucky Power Cooperative, Inc.
4775 Lexington Road

Winchester, KY 40392

Timothy C. Mosher
President

Ronnie Thomas

Operation Superintendent

East Kentucky Power Cooperative
4775 Lexington Road
Winchester, KY 40392

Kentucky Power /American Electric Power

101A Enterprise Drive
Frankfort, KY 40602

Mark R. Overstreet
Attorney at Law
Stites & Harbison
421 West Main Street
Frankfort, KY 40602

Stephen A. Sanders

Appalachian Citizens Law Center, Inc.
52 Broadway

Suite B

Whitesburg, KY 41858
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VERIFICATION s -
State of Ohio ) %ﬁ% ;;@ é{fﬁ‘; é%af M@
) ss: ®
County of Hamilton ) MAR 21 10
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The undersigned, Paul G. Smith being duly sworn, deposes and says that I

am employed by the Duke Energy Corporation affiliated companies as Vice President
Rates,-Ohio and Kentucky, that on behalf of Duke Energy Kentucky, Inc., I have
supervised the preparation of the responses to the foregoing information requests; and
that the matters set forth in the foregoing responses to information requests are true and

accurate to the best of my knowledge, information and belief after reasonable inquiry.

A

PaurG. Smit}{., Affiant

Subscribed and sworn to before me by Paul G. Smith, on this ¢ %of

March 2008.

== | ANITA M. SCHAFER
i%{ Notary Public, State of Ohio
> J My Commission Expires

November 4, 200y
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KyCOM Staff First Set Data Requests
Duke Energy Kentucky

Case No. 2007-00477

Date Received: March 11, 2008
Response Due Date: March 20, 2008

KyCOM-DR-01-004 Supplemental

REQUEST:

Refer to pages 5-6 of the Schultz Testimony, specifically, the discussion of the proposal
to capitalize, amortize and earn a return on the generation costs that are avoided through
the energy efficiency efforts.

a. Explain, in detail, why it is appropriate, from a rate-making perspective, to
allow such treatment of non-existent costs.

b. Explain why Duke is not considering capitalizing, amortizing, and earning a
return of the actual costs of energy efficiency and demand-side management
programs.

RESPONSE:

a.

The focus of the save-a-wait approach is to treat energy efficiency (both conservation
and demand response) as a true resource, on a level playing field with other supply-
side options. The Company’s proposed methodology focuses on the value created for
customers, rather than the costs incurred, with that value calculated by reference to
avoided equivalent supply-side costs. The new energy-savings program of the future
must compensate utilities for delivering “value” to its customers. The Company
believes this method provides an appropriate incentive to the Company to develop,
implement, and verify energy efficiency to achieve substantial energy and capacity
savings, while also providing a “win” for the environment and for customers in terms
of a discount from the costs that would otherwise need to be incurred and an
opportunity to lower than bill.

The current regulatory approach to utility-sponsored energy efficiency programs
across the country fails to put energy efficiency on a level playing field with supply-
side options. As a consequence, utilities have a natural incentive to focus more on
supply-side options because those options produce greater cash earnings and do not
erode utility earnings. As the EPA’s National Action Plan for Energy Efficiency
recognizes, “due to a number of obstacles, including utility incentive structures that
link utilities’ financial health to energy sales and the lack of standard methods for
incorporating energy efficiency resources as part of resource planning efforts that
allow efficiency to compete with new supply and transmission, as a nation we are
not capturing the true potential of cost-effective energy efficiency impacts.” LIf
we are going to successfully address climate change in a manner that benefits



customers and shareholders while keeping energy rates reasonable, it is imperative
that we capture energy efficiency’s full economic potential. The new approach is the
first methodology that drives a utility to go after ALL cost-effective energy
efficiency.

1. Source: EPA Energy Efficiency Action Plan.

WITNESS RESPONSIBLE: Ted Schultz



